






























































A separate DSM Electric/Natural Gas Tracker (DSM Tracker) will be implemented on a 12 

calendar month cycle each year, with annual rate adjustments as necessary and appropriate. A 

brief description of the mechanics and anticipated timing is provided below. 

Lost Margin will be calculated as a percentage of DSM Program Costs. NorthWestern proposes 

a straight forward percentage adder to each year's DSM Program costs to compensate it for 

Lost Margin. The Lost Margin Percentage is as follows: 

• Electric Lost Margin Percentage = 30.0% 

• Natural Gas Lost Margin Percentage = 7.79% 

These percentages, for both electric DSM Program costs and natural gas DSM Program costs, 

will be applied to the forecasted DSM Program spending for each forthcoming year, and will be 

included as part of the overall DSM Expenses used to calculate rates to recover the cost of the 

DSM Program effort. 

Example #1 using hypothetical electric DSM Program cost: 

Year 1 estimated (forecasted) electric DSM Program cost 
Plus Year 1 electric Lost Margin adder(@ 30%) 
Total Year 1 (to tracker) 

= $1,000,000 
= $ 300.000 
= $1,300,000 

Example #2 using proposed DSM budget amounts in this DSM Plan: 

The estimated Year 1 total DSM program budget must first be split into electric and natural 
gas budgets using an estimated percentage split. Because this Plan represents an 
introductory step into NorthWestern's South Dakota service territory and there is no history 
from which to make an estimate of this split, NorthWestern proposes a 50/50 split of the 
Year 1 budget for purposes of calculating the Lost Margin amounts: 

• Electric DSM budget: $2,042,780 x 0.50 = $ 1,021 ,390 
= $ 1 .021 ,390 

$ 2,042,780 
• Natural Gas DSM budget: $2,042,780 x 0.50 
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LOST MARGIN 
YEAR 1 TOTAL 

PROGRAM Electric @ 30.0 % Natural Gas@ 7.79% 

BUDGET 
Electric DSM $1,021,390 $ 306,417 -- $1,327,807 

Natural Gas DSM $1 ,021 ,390 -- $ 79,566 $1, 100,956 
Total $2,042,780 $ 306,417 $ 79,566 $2,428,763 

[Note: figures may not tota.1 precisely due to rounding .] 

A forecast of DSM Program Costs and Lost Margin will be developed for each tracker year. Any 

over/under collection for the first year (including interest), plus forecasted DSM Program Costs and 

Lost Margin for the second year are added together to compute rates for the second year. 

Adjustments Resulting from Program Evaluations 

NorthWestern intends to report DSM related energy and demand savings based on deemed savings, 

results from previous DSM Evaluation studies, and engineering calculations. Practice has proven 

that engineering estimates tend to differ from actual savings (many times actual savings are 

somewhat lower). To account for this difference in the DSM Tracker, NorthWestern proposes to 

utilize the results of future program evaluations to develop appropriate savings adjustment factors 

(adjustment factors) that can be applied to engineering estimates to better reflect actual savings. As 

discussed previously, NorthWestern plans to commission initial program evaluations in year 4 and will 

conduct subsequent evaluations as necessary. The evaluations will be conducted by independent 

outside contractors not engaged in other aspects of DSM program implementation and delivery. 

NorthWestern will not have the benefit of the results of program evaluations of DSM program activity 

in South Dakota in the first few years of implementation. 
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DSM Program Cost Tracking and Lost Margin Recovery Tracker Period 

NorthWestern will identify a first-day-of-month starting date for the tracker period in its initial 

filing of its DSM Plan. The initial tracker period will begin the first day of the month following the 

month of SDPUC approval of this DSM Plan ("Tracking Period Starting Date"). Upon receiving 

approval to implement the DSM Plan, it is possible that NorthWestern will begin to incur costs 

related to work necessary to begin the start-up process and prepare to offer its initial energy 

efficiency programs. These costs at the beginning may occur after the approval date but before 

the Tracking Period Starting Date. These costs that accrue in the days after SDPUC approval 

but before the before Tracking Period Starting Date will be included in the total year one tracking 

period program expenses. The initial tracker period will end on the last day of the month one full 

year (12 months) later. 

The year two tracker period will begin on the first day of the same month as the initial tracker 

period starting month. 

NorthWestern believes that customers will find value in continuing energy efficiency programs in 

South Dakota and that energy efficiency programs will continue for many more years. However, 

in the event that energy efficiency programs do not continue into the future, NorthWestern 

proposes to continue to collect any unrecovered energy efficiency costs, lost margin and 

reconciliation amounts through the cost recovery mechanisms described in this Plan until all 

such costs are recovered. Likewise, NorthWestern would return any over-collections to 

customers through the cost recovery factor until all over-collections are returned. 

XVIII. Conclusion 

NorthWestern has described its intentions with regard to implementation of this proposed DSM 

plan. Further, NorthWestern has proposed a mechanism for recovery of DSM Program Costs 

and Lost Margin. NorthWestern has stated its intent to form a DSM team beginning in 2014 

and commence program planning and development activities upon final approval of its Plan. 
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